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LIMITED OFFICIAL USE RIO DE JANEIRO 3609 

E.O. 11652: N/A 
TAGS: EFIN, BR 

SUBJECT: MONETARY CONCERNS PROMPT EXTENTION OF FREEZE ON FOREIGN 
LOAN CONVERSION TO 150 DAYS 

REF: (A) BRASILIA 5591, (B) RIO 3608 

1 . THE CENTRAL BANK HAS ANNOUNCED AN INCREASE FROM 120 TO 
150 DAYS IN THE PERIOD DURING WHICH PROCEEDS FROM FOREIGN 
LOANS WILL BE HELD BEFORE BEING CONVERTED TO CRUZEIROS. 

THIS EXTENTION (CONTAINED IN CIRCULAR 389) BECOMES 
EFFECTIVE AUGUST 14 AND THUS FOLLOWS THE EARLIER EXTENTION 
OF 30 TO 120 DAYS BY APPROXIMATELY ONE MONTH (CIRCULAR 385 
OF JULY 14). THE RESULT WILL BE THAT FOREIGN LOAN 
DISBURSEMENTS ENTERING BRAZIL AFTER AUGUST 14 WILL BE 
AVAILABLE FOR USE BEGINNING ONLY ON JANUARY 10, 1979. 

AS PREVIOUSLY PROVIDED, THE CENTRAL BANK WILL PAY THE 
INTEREST ON THE LOAN AND COMPENSATE FOR THE LOSS IN THE 
VALUE OF THE PRINCIPAL DUE TO EXCHANGE RATE DEVALUATIONS 
DURING THE PERIOD THE LOAN IS FORZEN. 
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2. THIS SECOND LENGTHENING OF THE PERIOD OF NON-CON- 
VERTIBILITY OF FOREIGN LOAN INFLOWS WAS PROMPTED BY THE 
MONETARY AUTHORITIES' CONCERN WITH CONTINUED EXCESSIVE 
MONETARY EXPANSION. THE RATE OF GROWTH IN THE MONEY 

SUPPLY DECELERATED IN JULY COMPARD TO JUNE, IN PART 
OWING PROBABLY TO THE INITIAL MEASURES TO FREEZE LOAN 
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PROCEEDS. HOWEVER, 1 1.4 PERCENT CUMULATIVE EXPANSION 
IN JANUARY-JULY (THE JANUARY- JUNE FIGURE HAS BEEN 
REVISED TO 10.8 PERCENT - SEE REFTEL A) STILL EXCEEDED 
THE MONETARY BUDGET. MINISTER SIMONSEN HAS ACKNOWLEDGED 
PUBLICLY A MONETARY TARGET OF 37 PERCENT FOR 1978 AND 
REPORTEDLY CONCLUDED THAT THE PREVIOUS 120 DAY PERIOD 
WOULD STILL PERMIT EXCESSIVE INJECTION OF CRUZEIROS 
IN NOVEMBER-DECEMBER GENERATED BY FOREIGN LOANS IN 
AUGUST-SEPTEMBER. 

3. COMMENT - THIS MEASURE APPEARS TO CONFIRM SIMONSEN'S 
COMMENTS ON THE HIGH LEVELS OF FOREIGN DEBT AND RESERVES 
EXCPECTED BY THE END OF 1978 (REFTEL B). ANTICIPATING 
CONTINUED FOREIGN BORROWING, THE AUTHORITIES PERCEIVED 
A NEED TO HEAD OFF THE CORRESPONDING EXPANSIONARY MONETARY 
EFFECT IN THE LAS TWO MONTHS OF THE YEAR. CENTRAL BANK 
OFFICIALS HAVE POINTED OUT THAT THE TEMPORARY STERILIZA- 
TION OF FOREIGN LOANS IS A MONETARY MEASURE AND NOT A 
FOREIGN EXCHANGE MEASURE. THEY DO NOT (AT LEAST NOT YET) 

WISH TO DISCOURAGE FOREIGN LENDING AS WAS DONE WITH A 
NON-INTEREST BEARING AND NON-ADJUSTED COMPULSORY RESERVE 
REQUIREMENT ON FOREIGN LOAN INFLOWS IN 1973. FOREIGN 
BANKERS HAVE NOTED THAT THE INITAIL IMPOSITION OF THE 
FREEZE IN JUNE- JULY PROMPTED A SHORT-TERM SPURT IN 
DEMAND FOR RESOLUTION 63 LOANS AS BORROWERS SOUGHT TO 
PROGRAM FOR ANTICIPATED CRUZEIRO NEEDS. PRIVATE SECTOR 
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DEMAND FOR FOREIGN LOANS REPORTEDLY HAS LEVELED OFF IN 
AUGUST BUT CONTINUED HEAVY PUBLIC SECTOR BORROWING 
COULD STILL HAVE CONTRIBUTED TO AN UNDESIRABLE EXPAN- 
SIONARY EFFECT ON THE MONEY SUPPLY IN LATE 1978. THE 
EXTENTION OF THE NON-CONVERSION PERIOD TO 150 DAYS AT 
LEAST POSTPONES THE PROBLEM UNTIL EARLY 1979. 

DEXTER 
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